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WAR DEBTS TRANSMUTED 


It is not often nowadays that one has the opportunity of 
learning something new about the problem of war debts. 
Professor de Marcé’s work,* however, must certainly be 
counted a novelty, for its conclusion, buttressed with pages 
of meticulous statistics, is that on a proper reckoning the 
United States Government owes the French Government 


Ja considerable sum of money. This alchemy of sophisms 


tums a debt into a credit. The cheerful result is 
reached by an accumulation of the following arguments. 


4 First, the partnership of America and the European Allies 


in the joint enterprise of fighting their common enemy gave 
to the credits opened in Washington the character of sub- 
sidies, upon which it would be quite improper to charge 
interest. Hence not only ought the amounts at which the 
debts were funded to. be reduced by the total of accumu- 
lated interest that was included in computing them, but 
also all subsequent payments nominally on account of 


, interest should be set off against the capital outstanding. 


Second, the loans were in effect America’s contribution to 
the prosecution of the war between her formal entry and 
the despatch of her full expeditionary force. Third, there 


| should be deducted from the amount of the debts the total 


of war and excess profits taxes applied by the United 
States to profits arising out of Allied purchases in America, 
since those taxes were virtually paid by the Allies them- 
selves. This is to view war debts through the looking-glass, 
with a vengeance! 

The arithmetic, for the debt of France alone, appears to 
be as follows : — 


(In $000,000’s) 


Obligation under Mellon-Bérenger settlement ........... 4,025 
Deduct Interest included therein ............. 
Interest paid subsequently............. 60 
Capital repaid. ............seceeeeeeeeeeee 226—— 1,222 
I I ov soccvescensasscsccscecess 2,803 
Deduct Proportionate cost of the war for 
PUN, osscdiseceseccssnsesesceccs ,642 
War taxes on French purchases. ... 1,552—— 5,194 
Net credit to France.................. 2,391 


It is pleasant to awake from a nightmare even to a wet 
Monday morning, and the reader of these enthusiastic and 
painstaking pages will find it refreshing to whisper to him- 
self every now and again President Coolidge’s sane if in- 
pe comment: ‘‘ They hired the money, didn’t 

e ? a? 

The arguments about the origin and character of the 
debts, though somewhat hackneyed, are impressive enough 
if one is prepared to admit as evidence the oratory of 
emotional Congressmen, but not otherwise. It is clear 
from the Lloyd George-Wilson correspondence that official 
American opinion never for a moment veered from the 


*“Le Probléme des Dettes de Guerre.” By Victor de Marcé. 
Paris: Librairie Félix Alcan. 216 pages. 25 frs. 


thesis that these were contractual, interest-bearing obliga- 
tions, in no way associated with any other transaction. 
That is by no means an unreasonable view. Would Pro- 
fessor Marcé, for instance, seriously advocate abolishing 
interest on internal war loans (where the partnership of 
lender and borrower in a common enterprise was even less 
equivocal), or refusing even to redeem them because 
reparations could no longer be extracted from the former 
enemies? His queer claim to deduct from the war debts 
the total of special war-time taxes on profits arising out of 
Allied purchases in the United States is clearly based on an 
unsophisticated mercantilism. These excess profits were 
the by-product of general inflation, which brought with it 
a corresponding reduction of real income to wage-earners 
and to all recipients of fixed money incomes. Should not 
their losses, then, be added to the debt? And in any case, 
since the exports associated with foreign loans of whatever 
kind are bound to furnish some new profits, could not 
every peace-time borrower establish a similar claim? 
The Netherlands and the Scandinavian countries, by the 
same token, must have run up a tremendous, and still 
unpaid, bill against the Allies during the four and a half 
years of war. 

It is certain that whatever the rights and wrongs of the 
war debt problem may be, it is brought no nearer solution - 
by such eccentricities. Professor de Marcé’s bibliography 
significantly mentions no British unofficial publication save 
Mr Frank H. Simonds’ ‘‘ America must Cancel.’’ In fact, 
he deliberately ignores the problem of the Franco-British 
debt on the ground that Great Britain’s policy has always 
been that of all-round cancellation—an unfortunate omis- 
sion, because examination of that problem might have 
aroused in him some suspicions of his own more outlandish 
arguments. Nowhere in this volume are there stated any 
of the grounds on which the British case for reduction or 
cancellation is based. These are, in brief: that the fall in 
world prices since the debts were incurred has tremend- 
ously increased their real burden; that American commer- 
cial policy has been calculated to thwart payment of the 
annuities in goods and services, the only means whereby 
eventually they can be paid, and hence that the attempt to 
pay seriously aggravated the dislocation of finance and 
commerce as soon as American exports of capital ceased; 
that the debtors’ capacity to pay was incorrectly and 
inequitably assessed at the time of the various settlements, 
and has been directly affected by the virtual abolition of 
reparations; that political appeasement and economic 
security would alike be served by a magnanimous settle- 
ment. If we forsake these pleas in favour of a repudiation 
or questioning of our bond we expose ourselves, as the 
world’s greatest creditor country, to grave dangers; 
France’s contentment to do so rests essentially upon her 
resignation of the réle of international creditor. 
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POLAND AND THE SEA 


Four years ago Mr Smogorzewski, who is a leading Polish 
journalist, published a small volume on Poland, Germany 
and the ‘‘ Corridor.’’ His latest work is a more complete 
study of the subject.* It is, in fact, an exhaustive survey, 
fully documented with notes of reference, of Poland’s 
efforts to regain her independence and to secure that access 
to the sea without which her full economic development 
would have been rendered impossible. He describes clearly 
and in detail the ethnographic right of Poland to the dis- 
puted territory of Pomorze and that narrow strip of Baltic 
coast which is held to be so vital to her existence. The 
chapters on the Peace Conference, economic reconstruction 
and the achievement at Gdynia serve to complete a record 
of which the young Republic is justly proud. In so far as 
a territorial dispute can be settled by historical research 
and statistics, ‘‘ Poland’s Access to the Sea ’’ can be said 
to settle the Corridor dispute. 


In dealing with economic reconstruction, however, the 
author might have given more credit to the great contribu- 
tion which foreign capital has made to Poland’s industria] 
progress, both before and after the war; while his rather 
contemptuous reference (page 245) to the meagre financial 
support received from France surely overlooks the fact that 
the Polish Government is indebted to the French Govern- 
ment to the tune of 2,308 million francs, or 805 million 
zlotys (mainly for post-war relief credits), and that a con- 
siderable amount of French capital has been employed in 
the construction of the port of Gdynia and of the Gdynia- 
Silesia Railway. France is also the largest individual 
source of foreign capital which has been invested in Polish 
industries, Germany being the second. Mr Smogorzewski 
also shares the view held by most Polish leaders that Mr 
Lloyd George was the principal obstacle to the realisation 
of Poland’s aspirations at the Peace Conference, and 
some passages in the book take the former British Premier 
severely to task. It does not seem to be appreciated, how- 
ever, that Mr Lloyd George’s primary concern was to avoid 
placing under Polish rule large masses of Germans, thereby 
creating conditions parallel to those existing before the war. 
The minority problem which has caused Poland no little 
concern since the war shows that Mr Lloyd George’s fears 
were not without justification. 


Exception might also be taken to Mr Smogorzewski’s 
claim that his survey is an objective one, taking no sides. 
It appears to be the invariable rule for all writers—even 
Anglo-Saxon—on the subject of the Polish Corridor to 
strike an extremely partisan note, and Mr Smogorzewski 
follows this rule. His ‘‘ appeal to conscience,’’ powerful 
as it is, might have been even stronger if acknowledgment 
had been made of the benefits which the provinces of 
Pomorze and Poznania derived from German rule—other 
than by contrast with what Russia failed to contribute 
towards the cultural and economic development of ‘‘ Con- 
gress ’’ Poland. The rights derived from such accomplish- 
ments may be weak in comparison with the ethnographic 
and other claims which Poland possesses to this territory, 
but it cannot be denied that the higher cultural and 
economic level of Poznania, Pomorze and Upper Silesia 
represents in no small part the impress of German 
efficiency. Germany’s political ruthlessness, in other words, 
brought compensating benefits, and Poland’s case is so 
strong that no harm would be done in recognising that fact. 


The excess of nationalism which appears to consume all 
Polish and German writers on the subject of the Corridor 
has happily not blinded the two Governments to the possi- 
bility of reaching an understanding so that, in the words of 
a recent speech of the Polish Minister for Foreign Affairs, 
‘* a durable form of neighbourly existence can be estab- 
lished.’” The agreements with the Free Citv of Danzig 
which have been reached during recent months, the non- 
aggression pact with Germany signed on January 26th of 
this year, and the agreement at the end of February to 
control public opinion in each country and to end the tariff 
war, should be developments of outstanding importance for 
the peace of Europe. 








*«Poland’s Access to the Sea.” By Casimir Smogorzewski. 
London. George Allen and Unwin. 468 pages. 16s. 0d. net. 
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THE INDIAN RESERVE BANK 


THE revival—we may almost say the fulfilment—of the 
Indian Reserve Bank project has occasioned in India a spate 
of pamphlets on currency and banking.* The widespread 
interest which has been aroused by the discussions of the 
last six months has demonstrated beyond all doubt that 
enlightened India is determined that her new institutions 
shall not suffer from any avoidable lack of previons 
thought. 


The pamphlet by Messrs Bhatter and Neményi is typical, 
The educative elementary exposition with which it opens 
should help to widen in India the circle of discussion, while 
the main part of the book makes a searching examination, 
in the light of Indian conditions, of the Reserve Bank Bil 
of 1933. English readers may ignore the exposition of 
general banking theory with which the pamphlet open 
(though one may protest against the claim that ‘‘ monetary 
theory is decidedly inclined to neglect the importance of the 
réle of the behaviour of the public and its influence on 
monetary matters ’’). The examination of the Bill centres 
round two outstanding considerations, the first constitu. 
tional and the second one of banking technique. The 
constitution of the proposed Reserve Bank cannot be con- 
sidered without a realisation of Indian distances. The 
Central Board of Directors is eventually to consist ofa 
Government-appointed minority (including the Governor) 
and a majority elected by the shareholders on a regional 
basis. The Bill envisages the possibility that the Board 
may meet as rarely as six times a year. During the lox 
intervals it must be expected that the elected directors wil 
be scattered over the country, hence there will be no oppor- 
tunity for building up mutual confidence, common habits 
of thought, and so forth, such as naturally grow in a Cout 
of Directors all of whom are daily in the City of London 
Under these conditions it is probable that the Governor of 
the Reserve Bank will be in a strong position, a position 
limited only by the power of any elected director to calla 
general meeting (not a meeting of the board). The recent 
amendment which restricts shareholding to Indians 
Indian interests must be considered in relation to this cor- 
stitutional arrangement. There is room for serious conflict, 
conflict which might culminate in a deadlock resolvable 
only by fresh legislation. The conduct of the Reserve Bank 


through its early years, according to this account, clearly i. 
‘deme: 


calls for a master hand. It is hoped that before very long 
the Governor will be an Indian. 


The second major topic is the state of India’s bill market. 
The possibilities of expansion of reserve credit are uncom- 
fortably restricted so long as the bill of exchange is a 
scarce as it has been of late. The unfortunate contraction 
of the amount of hundis, which authorities agree has bees 
marked during the last twenty years, must be reversed. To 
this end the most intimate possible contact between the 
Reserve Bank and the entire native banking system—or lac 
of system—is desirable. Indeed, it is probable that only 
by the development of the bill of exchange and by intimate 
contact with the banks up-country can India’s purveyors 
of credit be welded into a system that would respond t 
central banking control. On these major questions the 
discussion in this pamphlet is helpful without being heated. 
— - a multitude of minor matters it is worthy d 
attention. 


_ The second pamphlet consists mainly of newspaper inter 
views and editorials over a number of years, beginning with 


an interview on a published summary of the Hilton Young]; 


Commission’s recommendations. The slightly superficid 
remarks that are usually prompted by first impressions 
Press summaries can hardly be expected to be interesting to 
the expert. On one important point a most misleading 
impression is given: the linking of the rupee to sterling 
when the latter was driven off gold did not give Britis 
goods an advantage in Indian markets over those o 

gold ’’ countries. That advantage was derived from tht 
depreciation of sterling, and would have been realised, 
whatever had happened to the rupee. 


*“* The Reserve Bank of India and its F ions.” 
and L. Neményi. Calcutta, 1933.“ —— 
Bank Problems (1926-33 ).’’ 


2 By S. Bhatt 
“Indian Currency and Reser” 
By B. K. Sarkar. Calcutta, 1993. 
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THE REICHSTAG FIRE TRIAL 


urn DouGLas REED has performed a meritorious service for 
the historian by rendering the 10,000 pages of evidence at 
the Reichstag Fire Trial in a readable summary of no more 
than 352 pages.* His work is objective in the sense that 
he records the salient points in the testimony of each of 
the hundred-odd witnesses, their Court examination, the 
speeches of counsel, and the court’s judgment, without 
attempting to draw conclusions regarding the many prob- 
lems the trial left unsolved. His treatment is critical, how- 
ever, to the extent that he records the impact of court 
happenings on an impartial foreign observer. The material 
combines the merits of contemporary writing with the tech- 
nical defects of hurried preparation—for example, the 
serious misprint on page 50, where Dimitroff is stated to 
have been first sentenced to death by a Sofia Court on 
March 7, 1926, instead of 1923. 
Mr Reed suggests, not without reason, that the authorities 
who prepared the Reichstag Fire Trial can hardly have been 
insensible either of its histrionic or its propagandist aspects. 
Who, at the bar of world opinion, were the true defendants 
—the tramp, tailor’s assistant and three political exiles in 
The the dock, or the Party which, having roundly condemned 
an act of incendiarism, were not unwillingly swept along the 
road to revolutionary power by its aftermath: 


The dénouement, in fact, can have given but little satis- 
faction to those who staged it. True, the German judicial 
system, as represented by the Fourth Penal Chamber of the 
Supreme Court, emerged with credit from a severe ordeal. 
4 It acquitted four innocent men. The fifth, who suffered the 
itsq supreme penalty, was a self-confessed incendiary, whose 
sanity, however doubtful, was repeatedly attested by 
laccredited experts in due form, and whose execution was 
carried out under a retrospective decree in whose passage 
the court had no part. The presiding judge, on the whole, 
showed amazing forbearance, maintaining most of the 
forms of German law in the face of nation-wide prejudice 
and continual reproach from semi-official quarters. Mr 
Reed pays tribute to the court’s patience in endeavouring 
| to extract the truth from the chief defendant who emerged 
but seldom from a state of stupor. Dimitroff, repeatedly 
excluded from his own trial, was ultimately suffered to 
make his points with comparative freedom, though his 
‘demeanour, to a bench nourished on German Supreme 
Court traditions, must have appeared more than contu- 
macious and only a little less than sacrilegious. His, in Mr 
"| Reed’s view, was eventually the lecisive influence. 
The book leaves the reader with the overwhelming con- 
viction that the prosecution had none but themselves to 
blame if the trial failed to go as they had hoped. Inside 
Germany they failed to substantiate their repeated asser- 
tion that the firing of the Reichstag was designed as a 
beacon for an armed Communist‘ rising. The outside 
world, which had been troubled by suspicions of a some- 
what different nature, found in the trial no convincing 
denial of its fears, but only a verdict of ‘‘ Not Proven.”’ 
To foreign observers their pre-handling of their case 
appears incredibly weak. They failed adequately to recon- 
[struct the time table of events on the night of the fire. 
They brought in four of the five defendants on the strength 
of mere ‘‘ identification ’’ evidence, whose unreliability 
was patent. It was bare poetic justice that they should 
‘|catch a Tartar in Dimitroff, for his inclusion among the 
defendants was due to an error which the slightest pains 
in the preparation of the case would have obviated. 
During the trial witnesses were repeatedly produced whose 
character, motives and sanity were of the most doubtful. 
To the end the prosecution seemed bent on putting 
self in an invidious position. The Chief Public 
Prosecutor, in his final address, played into the hands of 
the defence by claiming that evidence which had failed to 
inculpate three of the defendants was good ground for a 
demand for the death sentence against a fourth. The case, 
'] atogether, would seem to have left the prosecution con- 
Wcted, less of sinister motives than of sheer ineptitude. 














* “The Burning of the Reichstag.” By Douglas Reed, special 
correspondent of The Times at the Leipzig Trial. 352 pages. 
Victor Gollancz, Limited. 128. 6d. 
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INVESTMENT BY INSURANCE 


THE second of a series of Studies in Economics and Com- 
merce issued under the auspices of the London School of 
Economics is a timely publication, and in the preface the 
hope is expressed that ‘‘ it may be of interest and value to 
the professional student of insurance.’’* Clearly it is not 
written for the life assurance actuary, as much of the matter 
is elementary, and the main interest for him will lie in the 
discussion of his investment problems by minds trained to 
examine industrial finance in general. Apart from the 
student of finance, the chief appeal of the book should be to 
the very large class of non-actuarial persons engaged in the 
insurance industry or in financial institutions; but the inter- 
ested general reader should find much of an unknown region 
of the investment market mapped out by the authors. 

The first chapters are concerned with showing the rationale 
of the accumulation of insurance funds. In all branches 
(other than life) the contracts are for a short term, generally 
one year, and the funds consist of the share capital, undis- 
tributed profits of past years, and a reserve for outstanding 
and unexpired liabilities. In practice, a life assurance con- 
tract is normally for a long term of years at a level premium, 
and this premium for many years is larger than is required 
for the current mortality risk which it involved. The balance 
is accumulated at interest to be drawn upon in later years 
when the premium no longer suffices to cover the then 
current risk. Speaking broadly, under all usual long-term 
forms of life assurance these balances must be accumulated 
at a predetermined rate of interest, and, as regards each 
policy, the total accumulations increase steadily as long as 
it is in force. Thus in life assurance the interest factor is of 
paramount importance; it plays only a minor part in the 
essential structure of other branches of insurance. The effect 
of these accumulations is seen in the size of the funds; life 
funds account for about 80 per cent. of the total British 
insurance funds, in spite of the fact that roughly one-half of 
our insurance business, other than life, is obtained abroad. 
In normal circumstances the funds of a life office increase 
each year and, therefore, no high degree of liquidity is 
required in the assets. 

The concluding chapter is the most provocative, under 
the heading ‘‘ Investment Experience in the Depression 
after 1929.’’ Here the authors state as a matter for con- 
gratulation that ‘‘ insurance business in general had not 
been swayed by the arguments of the ‘ enlightened ’ invest- 
ment advocates *’ (i.e., of investment in ordinary shares), 
but add that “‘ it is notorious that individual concerns did 
commit themselves rather heavily to the policy of invest- 
ment in equities. How gravely and how swiftly they were 
affected can be seen from the course of industrial share 
prices during the depression.’’ This is surely a little mis- 
leading as regards any company in the United Kingdom, 
for in no case has 20 per cent. of the assets been invested 
in ordinary shares. Further, a general index of ordinary 
shares is almost bound to show up worse in a time of falling 
prices than the experience of a highly equipped investor. 
Again, the index figures quoted stop at the end of 1932, 
since when equity values have risen to a very great extent. 
A reference to the movement of fixed-interest security prices 
between 1929 and 1933, as given on page I14, shows that 
the fluctuations in this class would have been almost as 
alarming if the period in question had been one of falling 
instead of rising fixed-interest security prices. This ques- 
tion of depreciation brings us to another point on which 
the authors dwell without, however, appearing to express 
any definite opinion. How far are appreciation and depre- 
ciation in assets of primary importance, when it is borne in 
mind that life assurance companies have no occasion to sell 
securities for the purposes of liquidating current liabilities? 
Many experts hold that, apart from balance-sheet exigen- 
cies, these fluctuations should be a source of only very 
modified elation or despondency; and at the present time 
the greatest problem confronting the offices is to keep the 
interest income as high as possible. 

The authors deserve congratulation on _ successfully 
compressing so much information into so small a space, 
and the book can be highly recommended. 


Paish and 
43. 6d. net. 


* «Insurance Funds and Their Investment.”’ 
P. S. King and Sons. 


Schwartz. London. pp. 117. 





ECONOMICS 


‘* The Economic Tendencies of To-day.’’ 
P. 8. King. 10s. 6d. 


The attention of economists has been so exclusively con- 
centrated on the crisis during the last few years that many 
extremely important but relatively ‘ long-run” changes have 
tended to escape notice. Some of the most significant of 
these changes are described by Mr Viljoen, to the accom- 
paniment of full statistical information, in this remarkably 
interesting book. In particular, Mr Viljoen discusses popula- 
tion movements, long-term changes in demand, alterations in 
the form and technique of business organisation and enterprise, 
migration of labour between industries, and developments in 
transport and power production. 

Perhaps the most striking of all the facts which Mr Viljoen 
brings out is the rapidity of the fall in the birth-rate during 
the last fifty years in Europe. It is well known that the 
European birth-rate began to fall with the spread of birth- 
control propaganda after 1875; and it is generally assumed 
that the fall has been principally among the rich rather than 
the poor. Mr Viljoen shows that at first this was so; and 
that the fall was also quicker in industrial than agricultural 
districts, quicker among Jewesses than Protestants, and 
quicker among Protestants than Catholics. Now, however, 
the fall in the birth-rate among the poor is actually catching 
up with the fall among the rich. In Berlin, Prague and 
Riga in 1926 there was very little difference between the two 
rates. And in Berlin in 1929 they had drawn dead level. 
Mr Viljoen’s discussion suggests the thought that our eugenists 
are ludicrously wide of the mark in the picture they paint of 
the ‘“‘ lower stratum” of society breeding prodigiously, and 
of the need for more intensive birth-control propaganda to 
correct the evil. It is much more likely that, when the crisis 
is satisfactorily liquidated about 1940, the politicians will 
suddenly wake up to the fact that the population has de- 
creased, is decreasing, and will somehow have to be main- 
tained. 

Another very illuminating section of Mr Viljoen’s book is the 
evidence he supplies of the rapid growth of new industries, 
and of employment in those industries, during the 1921-29 
trade cycle. Evidence of this kind is the best reply to those 
shallow Cassandras who imagine that the progress of mechanical 
development must cause an absolute increase in unemploy- 
ment. Mr Viljoen shows that in many industries in the 
United States between 1920 and 1927 there was an enormous 
increase inemployment. The total of mercantile (distributive) 
employees rose by 1,400,000. The number employed in the 
“miscellaneous’”’ group (including finance, hotels, etc.) in- 
creased by over 2,000,000. These are the sort of facts that 
“ technocrats,” “‘ social credit ’’ dogmatists, and others of the 
same tribe habitually overlook. 


By Stephan Viljoen. 





**Umschwung. Die deutsche Wirtschaft, 1933." By Franz 
— Societats-Verlag Frankfurt am Main. 77 pages. 


In this pamphlet a reprint of the series of articles forming 
its yearly review, the Frankfurter Zeitung reviews Germany 
under the Nazi regime. A year ago we read in the same 
paper ‘‘ Germany, more than almost any other country, has 
a vital interest in the reduction of trade barriers ’’; to adopt 
an isolationist policy ‘‘ would be to saw off the branch on which 
our 65,000,000 people are sitting ”’ ; in the free trade movement 
“Germany must lead.”” This year we are given quotations 
from Dr Schacht’s speeches at the World Economic Con- 
ference, with approving (though reserved) comments. Never- 
theless, we are reminded that “‘ for a country so very dependent 
on its exports as Germany . . . there can obviously be no 
question of a cessation of world trade.”” The damage caused 
to agriculture, as well as to industry, by the artificial raising of 
agricultural prices was ruthlessly exposed in last year’s articles, 
and is again effectively demonstrated in Herr Wolf’s description 
of Government price-fixing activities in German agriculture. 
The cost to the community of substituting domestic products 
for cheaper imports ; the tendency of protection to raise profits 
in one branch of agriculture by reducing them in another, and 
ultimately to reduce them everywhere by inducing over-supply 
and by impoverishing purchasers (‘‘ the fact remains that the 
purchasing power of the consumer is limited’); the serious 
reduction of German exports—all these are the fruits of 
agricultural protection. 

There is a most interesting chapter on ‘‘ Financing the 
recovery.” The peculiar feature of the present phase of the 
economic cycle in Germany is, in the author’s opinion, the fact 
that industrial recovery has not been preceded, or even accom- 
panied, by easy money and an abundance of capital seeking 
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investment. Banking policy should be directed towards the 
attainment of these conditions; the law enabling the Reichs. 
bank to deal in the open market is a step in the right direction, 
Herr Wolf adds a warning against the danger of causing or 
allowing the collapse of the big retail shops in Germany. The 
sections analysing the reduction in unemployment are instruc. 
tive. A year ago, in its articles entitled ‘“‘ The end of the crisis 
and its lessons”’ the Frankfurter Zeitung announced its belief 
that trade turned in the summer of 1932. Herr Wolf adheres 
to this view, and demonstrates the favourableness of the 
opportunity enjoyed by the Nazis on assuming office at the 
beginning of 1933. 


ee 


‘* Economic Cycles and Crises.”’ By William C. Schluter, 
(New York) Sears Publishing Company. 378 pages. 

“* Volumes have been written,” wrote the late Dr. Schluter, 
in this volume of 378 pages, “ elucidating the nature of a 
business cycle and explaining ‘ how it runs its course ’; tomes 
have been filled with descriptions of the ‘ laws’ and ‘ prin- 
ciples ’ presumed to govern our economic order.”” Dr. Schluter 
contributed his ‘‘ own mite to the task of suggesting attainable 
objectives for desirable social and economic policies.” Among 
these ‘‘ attainable objectives’? Dr. Schluter suggested a 
National Economic Council ‘‘ which derives its powers, duties 
and responsibilities from the underlying system of business 
enterprises, whose creature it is to be.’’ However, “ at the 
base of the structure, capital and labour are to join hands in 
business management. These now conflicting interests are, 
therefore, to be married for the purpose of collective action.” 
It is not stated how many men are to sit on this council, what 
form the representation of different interests is to take or 
exactly what the council is to do. 

Dr. Schluter firmly, if not clearly, grasped the points that 
business conditions react on the welfare conditions of the 
people as a whole; secondly, that the present slump, and 
previous slumps, may probably be due to some defect in 
present social institutions; thirdly, that there was something 
wrong in the view that “labour could obtain more of the 
total product only by increasing its productive efficiency.” 
But it is an inadequate analysis that says “‘ the question 
whether more wages and less dividends are to be paid depends 
upon business policy.” 

The book contains two graphic diagrams of “ business 
activity’ and of “‘ commodity prices.” It is not stated 
where the data for these diagrams comes from; but it is said 
that ‘‘ the chart gives undeniable evidence of the rhythmical 
swing of general business conditions and wholesale prices.” 
Later figures are taken from the general business index of the 
American Telephone Company. 





‘* The Economics of Business Life.’’ By Sir Henry Penson. 
Cambridge University Press. 237 pages. 5s. net. 

Marshall described economics as “ the study of mankind in 
the ordinary business of life,” though it is more than doubtful 
whether he used the term “ business ” in the specialised sense 
popular among writers of the “ efficiency ”’ school. ‘‘ Business” 
has become more self-conscious in recent years. To-day many 
large commercial units, particularly in the United States, have 
somewhere in their head -office buildings a_ resident 
“economist,” ranking above a departmental manager, but 
below an advertising expert. 
deflated and discouraged, the economist is called in, like a 
psycho-analyst, to probe its currency complexes, analyse its 
‘‘ sales” inhibitions, and prescribe appropriate stimuli. Un- 
fortunately, the cult of the economic witch-doctor has given 
mixed results, for there has been an absence of uniformity 1 
the prescriptions. 

Sir Henry Penson, very wisely, has refrained from attempting 
to teach the enterprising clerk how to become a “ business 
economist.”” The object of his book (which rounds off his 
earlier work on ‘“‘ The Economics of Everyday Life”) is 
merely to present an economic background for a picture of 
business life, and to describe something of the machinery by 
which that life is carried on. The author, who himself has 
seen something of business, both before the curtain and behind 


the stage, is objective and explanatory, but never didactic in § 


his treatment. His easy style carries the reader smoothly 
through complex matters like the function of capital, the 


keeping of accounts, the development of the banking system, Ff 


etc. Naturally, the treatment in many places is cursory, for 
the book is short. Its length and presentation, however, make 
it the more attractive to the business man, who, travelling 
from London to Glasgow, is anxious to understand something 
of the business world in which he dwells. Its perusal will at 
least encourage him not to ask the impossible from the 
“* economists.” 





When “ business ”’ is depressed, § 
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FINANCE 


Foreign Bonds: An Autopsy.’? By Max Winkler, Ph.D. 
he | Published by Roland Swain Company, 1715, Chestnut 
ns. | Street, Philadelphia. $3.50. (London) B. F. Stevens 
mn, | and Brown, Ltd., 28, Little Russell Street, W.C.1. 
or § In this book Dr. Max Winkler has collected and edited a 
‘he §unber of extracts and reprints of direct and indirect interest 
uc- [the student of foreign bonds. Some are from articles pub- 
isis Bed by Dr. Winkler himself, criticising, at the time of issue, 
lief fhotic bond flotations of the post-war “ reconstruction” 
tes riod. The interstices between the tables, quotations, etc. 
the Hehich form something like one-third of the 295 pages), are 
the Bled with comment and discussion. Unfortunately, in the 
«tions Of the book devoted to constructive argument, Dr 
inkler makes little attempt to deal with the root problems of 
eign investment or to deduce from past experience its 
momic functions and possibilities in the post slump world. 
ven in allocating the blame for past losses the author leaves 

» He reader insome doubt as to how far he blames unwise lending 
fad how far fundamental economic causes. Dr. Winkler 
Me$ Gould not limit issuing house profits or prevent investors from 
Ml- Gquiring securities ‘‘ of dubious quality.” He would like to 
uter Emedy the age-long ailments of foreign bonds by “‘ wider dis- 
able Bmination of information” and supervision of the “ inter- 
Ong #tional money market ’’ by governments, central banks or 
4 Iecial organisations sponsored by the private banks. As to 
iti€$ & rules, principles or methods by which such supervision 
Ness Buld be ordered, little is said excepting that ‘‘ nature and 


» 66 









ter, 


ne Blume, acceptable guarantees,” ‘‘ impartial information ” 
$ i0 Bould be among the matters considered. On the need for full 
are, Bd accurate information all can agree, and Dr. Winkler has 
on. 


en many useful and instructive examples of past misdeeds 
vhat Bd deficiencies in this respect. It is hard to resist the con- 
© O Hision that taking political and economic factors together, 
eign lending and borrowing has paid both creditor and debtor 
that Buntries, notwithstanding the impermanence of loan contracts 
d astronomical default totals. It would be quite another 
and ing to suggest that investment in foreign loans is in general 
{ i fpaying proposition for private investors. 
hing 
the 
cy.” FPromise to Pay.’? By R. McNair Wilson. Routledge. 
= 148 pages. 3s. 6d. 
en I This is an amusing and effective satire of what President 
oosevelt has called ‘‘ old fetishes of so-called international 
pnkers.” Most of the cruder follies and crustier clichés of 
reme deflationism are pilloried by Dr. Wilson. His 
ount of the credit cycle, however, is not quite so revolu- 
mary as he seems to think. It is really a picturesque and 












iness 


















i. ppular version of Mr Hawtrey’s theory that depressions end 
hen bankers begin to lend more and booms end when they 
gin to lend less (though Mr Hawtrey never said that the 

oson. Peers do it on purpose !). In the first careless rapture of 

covery, Dr. Wilson regards this theory as demonstrably the 
_. Pole truth. We may agree with him that it has never been 
nd in Biuted. 

ibtful FDr, Wilson is not quite sure whether the bankers’ cardinal 

sens fh consists in their issuing too much money (more credit 

ness Han gold) or too little money (less credit than goods). This 
many Ghibiguity leads him to the ridiculous contentions that it is to 
have bankers’ interest to perpetuate the trade cycle, and that 
sident Forices were stable, trade and industry would never want to 

, but iow money. If Dr. Wilson had confined himself to using 

essed, Re bankers’ power to issue money as an argument for 

like 4 Btionalisation, and the bankers’ power of varying the volume 
se it8 Bcredit as an argument for a managed price level, he would 

Un- hve been on much surer ground. “ Fictitious promises to 
given Ry” may make very much more useful money than real 
uty 1 Beces of gold—as long as their volume is controlled. Dr. 

_ filson is also troubled with sentimental hankerings after 
opting Htarky. In general, however, his book makes an un- 
asiness ually shrewd and humorous commentary on the financial 

off his sis of 1931. 

> » is 

ure of — a 

ery by | Aunali di Economia.” Vol. IX. No. 1 (Padua) Casa 

li has | Editrice Dott: A. Milani. 148+82 pages. 

behind {This number of ‘“ Annali di Economia” contains an 

ctic iN Bteresting article, by Dr. Capodaglio, on acceptance business. 

oothly fe writer postulates five conditions for the successful develop- 
al, the Bent of a market in bills of exchange; a stable currency 
ystem, Pached to gold; a joint-stock banking system of undoubted 
ry, for Pundness; a well-developed organisation for acceptance; 

, make # Well-developed money market; a large volume of foreign 

velling Fae. The London market fulfils all these conditions, with 


ething F* partial exception since 1931 of the first. Pre-war France 
will at $ked the first, third and fourth qualifications. But 1928 
m the IR¥ the establishment of the gold standard, the law enabling 
ft Bank of France to rediscount foreign bills and the founda- 
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tion of the Compagnie Parisienne de Ré-escompte. French 
acceptance business subsequently became a factor of import- 
ance. The growth of acceptances in New York has been 
striking. Whereas for fifty years commercial bills had been 
the normal means of financing commerce, they represented, at 
the end of 1926, only 577 million dollars as against a total of 
750 millions in acceptances. New York has not, however, 
succeeded in wresting the leadership from London. 

In an article on the English and Continental banking 
systems before the war Signor Mengarine attributes the 
English banks’ ability to eschew the greater (if less sure) 
profits accruing to long-term industrial investments, to two 
factors: the supply of first-class bills of exchange as an 
alternative investment, and the low rate of interest paid on 
deposits in England (Continental banks have to pay interest 
on “ demand ”’ deposits). The writer believes that modifica- 
tions in both systems are reducing the difference between them. 





INDIA 


‘*The Political Future of India.”’ By James Johnston. 
P. §. King and Son. 67 pages. 1s. 1933. 


In his “ Political Future of India’? Mr Johnston limits 
himself to considering the White Paper proposals concerned 
with the position of the Indian States in the proposed Federa- 
tion, with the Federal Court, and with what he calls the 
vesting of absolute legal sovereignty in the Indian Parliament. 
He contends that it is unlikely that the Indian States will 
join the Federation, because to do so would place them in a 
position of subordination to the Federal Court—a position 
not consonant with the personal pride of the Rulers. 

Even if the Indian States joined the Federation, Mr Johnston 
believes, the constitution would prove unworkable, partly 
because the Federation would be formed of conflicting, dis- 
cordant and antagonistic elements, and partly because the 
Federal Court will be in a position to upset or suspend, at any 
moment, the orders of the Government. It is proposed to 
give the Indian States no less than one-third of the seats in 
the Assembly—at least one-and-a-half times the number that 
they could claim on the score of population—which means 
that they will form the largest group in the House. Apart 
altogether from the conflict of religions, races and interests 
amongst British Indian representatives, there would be a 
fundamental gulf between the elected British Indian repre- 
sentatives and the members from the Indian States, who are 
to be nominated by (and therefore dependent upon) the 
Rulers. The net result, according to Mr Johnston, is bound 
to be to place the Government of India under the domination 
of the Rulers of the Indian States, and hence, in the name of 
Democracy, to deliver the people of India into the hands of 
autocrats. 

It may be objected that there is a measure of truth in many 
of Mr Johnston’s contentions, and that the idea of an 
All-India Federation was somewhat hastily adopted. It is, 
perhaps, regrettable that Mr Johnston has made such play 
with incidents and conditions in particular Indian States, and 
he somewhat overlooks the fact that certain services (for 
instance, communications and the customs) can only be 
efficiently administered for India as a whole, and that in 
some such cases the Indian States have already surrendered 
sovereign rights. Moreover, does not Mr Johnston belittle 
the statutory and other checks on the power of the Federal 
Legislature? For instance, no proposal for amendment of 
the constitution can be made without the consent of the 
Governor-General, himself responsible to Parliament, whilst 
his consent is necessary before any Bill on certain important 
enumerated subjects can be introduced. 





‘*Land Problems of India.”’ 
(Longmans). 362 pages. 9s. 


Professor Mukerjee’s erudite study has great merits and 
great defects. The merits lie in the author’s broadminded, 
scholarly and unprejudiced attitude, in his clear vision of 
the fundamental defects of the existing land systems and 
legislation, and in his sane and far-seeing recommendations 
for reform. Excellent use is also made of the comparative 
method, good accounts being given of various aspects of land 
problems and policy in other countries relevant to the Indian 
situation. The defects arise out of the method of exposition 
and arrangement. The various topics are not discussed in 
logical order, so that there is much overlapping between 
chapters and a great deal of unnecessary repetition. It is 
also disappointing to find that in a book published in 1933 
no use has been made of the 1931 Census. These defects are 
unfortunate, as the author has much to say that is of interest 
and importance, and his opinion deserves to carry weight. 

A study of this nature was badly needed, as—owing partly, 
perhaps, to the exclusion of land tenures and revenue from 


By Radhakamal Mukerjee. 
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the terms of reference of the Agricultural Commission—there 
has recently been a tendency to consider measures for agri- 
cultural and rural improvement apart from questions of 
tenure and land legislation. Yet there is little chance of any 
far-going improvement in Indian agriculture or rise in the 
standard of living of the masses, until, as Professor Mukerjee 
says, ‘‘a change in the land system supplies the essential 
economic basis of more efficient peasant farming.’’ Professor 
Mukerjee is primarily concerned to demonstrate the urgency 
of the problem of land reform, and the need for approaching 
the subject from a broad and national, rather than from a 
narrow and provincial point of view. ‘‘ A comparative study,” 
as the author says, “ reveals that similar social history and 
stratification give birth to similar types of land-holding, with 
their reaction on farming methods and practice. It is thus 
that land reform becomes part of a wider economic adjustment 
which follows a certain trend in every country.” 


‘¢ Industrial Labour in India.’’ 
Longmans. 294 pages. 9s. 


In this book Professor Panandikar gives a clear and often 
vivid account of the condition of industrial labour in India 
and of existing labour legislation. The greater part of the 
book merely summarises the Report of the Whitley Commission, 
and the author makes little contribution of his own to the 
subject. However, the steps already taken to put some of 
the recommendations of the Commission into force are noted, 
and interesting matter from the volumes of evidence not 
embodied in the report is made available to the general reader. 


By 8. G. Panandikar. 


‘©The Principles and Problems of Federal Finance.’ By 
B. P. Adarkar. With a Foreword by Sir Cecil H. Kisch, 
K.C.LE., C.B. (London) P. 8. King and Son, Ltd. 
xviii, 301 pages. 12s. 6d. 


English political economy, rich though it is in theoretical 
studies of public finance, has scarcely considered the financial 
problems of non-unitary governments. Into this fertile but 
uncultivated land Professor Adarkar has been impelled by 
problems arising out of the new Indian constitutional proposals. 
Not that the book has an exclusively Indian interest—indeed, 
less than twenty of its three hundred pages are devoted 
specifically to Indian conditions. The author’s interest, 
despite its origin, is more general. He attempts “a brief 
analysis of the principal theoretical and practical problems 
encountered in the special field of federal finance.” 

Professor Adarkar himself has not been sufficiently interested 
to make his history of federal finance (consisting of Parts I. 
and II) a standard work; but his general conclusion “‘ that in 
the original distribution of taxing powers and their counter- 
parts, fiscal functions, motives of political expediency rather 
than any zeal for the scientific aspects of public finance, have 
been predominant ” will probably be widely accepted. Part II 
is a survey of ‘‘ The Financial Systems of leading Federations.” 
Occasionally in this part the author has had to do his own spade 
work, but for the most part he has done little more than 
summarise for our convenience the monographs on each 
country. Part III, “ Principles and Problems,” is almost 
exclusively theoretical. On the more fundamental matters— 
the theory of transferences from rich to poor, taxable capacity, 
and so forth Professor Adarkar is both thorough and original. 
His discussion of the limitations of Professor Robbins’ com- 
plaints about the use of the Law of Diminishing Utility to 
support taxation for redistributing wealth is particularly 
praiseworthy. But on the other points which should, in this 
book, have been thoroughly discussed—the theory of the 
finance of subordinate government bodies, the theory of 
public borrowing, and so forth—the book is somewhat dis- 
appointing. 

Professor Adarkar’s conclusions are themselves an ample 
commentary on the need for work in this neglected field. 
He shows, in his historical surveys, how in one country after 
another war needs and debts have led to an abnormal demand 
for funds at the centre. Future development probably lies 
in the opposite direction : “‘ The great nation-building services 
of education, communications, public health ... and so 
forth, are being looked after by local bodies on an ever- 
increasing scale . . . their financial needs are increasing by 
leaps and bounds ... On the other hand, the bases of 
taxation are increasingly developing from local to State and 
from State to federal importance.”’ It is this condition which 
gives Professor Adarkar’s book a peculiar interest, beyond the 
ambit of India’s own budgetary problems. 

There are certain minor deficiencies. The United States 
National Banks cannot be described as Central Banks (page 76). 
In speaking of Canada, insufficient emphasis has been laid on 
restrictions of the field of provincial income taxes (page 128). 
Bad English has led the author into saying the opposite of 
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what he wants to say (so far as there is any semse at all j 
the sentence) at the top of page 217. But these are sm 

blemishes in a book which, though neither textbook nx 
standard work, will be useful in making economists acquaint 
with a neglected part of their subject. 


SOCIAL, POLITICAL, &c. 


‘¢The Rural Exodus in Germany.’ International Lah 
Office. Studies and Reports Series K. No. 12. (Loni 
P. §. King and Son. Pages 137. 3s. 6d. 

This report on the rural exodus in Pomerania, the State, 
Saxony and the Province of Saxony is based on an investig 
tion on the spot, undertaken in May, 1931. There is 
interesting discussion of the reactions set up in the laboy 
market by this exodus; there has been a shortage of hands ng 
only in agriculture, but also in industry situated in rur 
districts, the Leuna Works being for a time reduced to combi 
the country fifty miles around with a motor-bus every da 
in order to obtain enough workers. In the opinion of th 
authors the root cause of the abandonment of the land lies j 
the low standard of living in the country. This view 
supported by an illuminating table in the appendix, whi 
reproduces the results of a questionnaire circulated i 
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Pomerania, inquiring into the reasons for quitting the landf 


The study is marred by the failure squarely to face the probler 
of the unremunerativeness of German agriculture. Through 
out the report it is assumed that the rural exodus must 
checked, and that this can only be done by “ making ag 

culture pay.’”’ But in the presence of imported produce wit 
costs of production well below those on many German farm 
how are these farms to pay ? In fact, this difficulty has bee 
surmounted by shutting foreign produce out of the marke 
a measure which, in turn, reacts unfavourably on consumptio 
(official figures in Germany show a reduction of two and 

quarter million in unemployed for 1933, a year during which th 
consumption of various food products declined). A discussid 
of this dilemma is fundamental to the substance of the repo 

The length of the report precludes anything more comprehe 
sive than sample investigations, neither have all the m 
types of agricultural regions been represented (Bavaria 
left out altogether). Developments after 1931 are not ta 

into account. But the partial nature of the investigat 
does not detract from the interest of the material collected 


‘Der Hass.’ By Heinrich Mann. 
Verlag. 235 pages. Fi. 3.50. 


From exile in Amsterdam, Herr Heinrich Mann looks ba 
upon the tragic history of the Weimar Constitution in pos 
war Germany and analyses the causes and effects of t 
sudden, invincible uprush of nationalistic self-feeling which 
embodied in the Nazi movement. The book is cast in thre 
parts: the first analyses the idea of “ totalitarianism,’—t 
supra-national, emotional, anti-rational wave which can engu 
masses susceptible to an ultra-nationalistic demagogue. Ii 
second part is marred by an intensely bitter (though 
standably so) attack upon the content and implications of t 
Nazi gospel, its appalling capitalisation of mass hatred, | 
apotheosis of irresponsibility in the persons of “ big men,” i 
manipulation of education, and its iconoclastic fana tics 
against intelligence. The third part breaks away from cn 
cism and analysis and gives us six psychological studies 
Nazi life—under the titles ‘‘ In the Street,’”’ “‘ In a Concent 
tion Camp,” “ Hitler visits Hindenburg” (a savage 0 
amusing sketch) and ‘‘ The Witness,” the last a Tchekovtl 
study of the Nazi mass-pressure upon the former integm 
of German judicial procedure. Herr Mann is consumed with 
saeva indignatio against the latest German revolution, wilt 
in his view, must involve the German people—his peop 
which he holds high in honour—in intellectual degradatx 
and, eventually, in war. But the savageness of the indictmé 
by Herr Mann makes one wonder whether the title of his bo 
“Hatred,” does not exclude any possibility of a rational 4 
moderating influence within the core of the new Germany # 
so render the triumph of unreason absolute. This is a powetl 
and disturbing book. 


(Amsterdam) Quefi 


‘¢Is Democracy a Failure?’? By Ramsay Muir. (Lon 
Lovat Dickson, Ltd. 36 pages. 6d. net. 

Mr Ramsay Muir wants a reform of the party and ¢€ 
toral systems, and the alternative vote, in order to sel 
a better and more competent type of M.P. He also outll 
a reform of Parliamentary Procedure involving the set 
up of special Standing Committees, e.g., for Defence, Final 
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and Social Services, in which bills should be introduced, Te°@, 


second time, examined in Committee and reported 
before finding their way to the floor of the House for a ge 
third reading. Mr Ramsay Muir thinks that only ° 
machinery is wrong in democracy, and that therefore it 2 
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so reformed as to give democracy the chance that it had in 
second half of last century, when the reins of party dis- 
ogipline were not drawn so tight, and, in consequence, the 
integictation of the executive over the legislature and over indivi- 
jal M.P.s in the Government Party was not so rigid and so 
ramping. This way alone, in Mr Muir’s view, can democracy 

y helped to save itself. Otherwise we must await the deluge. 

Mis is a timely pamphlet. 


LETTER TO THE EDITOR 


“PLANNING ” 


TO THE EDITOR OF THE ECONOMIST 
Sir,—In the review of my book “ Reconstruction,” which 
“Bppeared in the Monthly Book Supplement of January 13th, 
here are one or two errorsof fact which I would like to correct. 
M@hat these errors occurred is probably as much my fault 
gs your reviewer's, for I am willing to admit there is a lack 
{ definiteness and clarity in certain passages. I cannot, 
pwever, plead guilty to the opinions with which your 
iewer credits me in the key paragraph of his article. He 
Mr Macmillan is one of those who believe that current de- 
pression and unemployment are mainly due neither to a failure 
of the monetary machine to maintain adequate consumers’ 
purchasing power nor to a real disharmony between savings 
and investment, but to a growth of production due to techno- 
logical progress beyond the possibilities of consumption under 
conditions of free exchange. Mr Macmillan regards the crisis, 
agin fact, as the failure of the price system (not the monetary 
system) to adjust general supply to general demand. 
mptiog There are qualifying words in these two sentences, but the 
and @&neral impression they convey is not what I believe and 
rich tit what I wrote. This summary is, in any case, altogether 
cussi@gpo rigid an arrangement of alternatives. If the subject 
repor@uld be so simplified, a solution would be easier. 
prehe@ 1. I do not reject the view that prices can and do fluctuate 
¢ maifom monetary causes; how could I? I was “ assuming 
varia Mat as a result of the co-ordination of industry, finance and 
t tak@—plitics on the Economic Council, monetary policy would be 
tigatijade subservient to the needs of productive industry and of 
ected. Mational economic prosperity ” (page 103). Throughout the 
ook I avoided a discussion of monetary policy in order not 
Quefi# confuse the case for industrial reconstruction, and also 
ecause I believe a correct policy can only be determined in 
ks bacy/ation to a more orderly industrial structure through which 
in pos adequate consumers’ purchasing power ”’ is distributed. 
“of thy2: 1 do not reject the view that a disharmony between 
which @”i08S and investment causes depression; a whole section 
in thre BY book (pages 57-58) is devoted to proving the opposite 
o”—thpd I hold the view that “ the maintenance of this balance 
n engug Vital to stability ’’ (page 58). 7 
re. Tig® It is misleading to say that I regard the crisis as “‘ the 
¥ rdemilure of the price system to adjust general supply to general 
ns of tmemand.”” I believe that equilibrium is disturbed by the failure 
tred, i “djust particular supply to particular demand (and this 
nen,” oud include the production of capital “ investment *’ goods 
: «amd the demand for them), and that a consequence of this is 
natid ‘ : 
om cfi deflate demand below potential, or, it may be actual, 
tudies @PPly of other commodities. In the world circumstances 
oncentag ©-day which | described (i.e., end of effective expansion) 
vage be shock of this disequilibrium spreads throughout the system. 
ekov: But the fact is that I do not accept any of your reviewer's 
integrif'y alternatives. There is truth in all of them; each alone 
ed with imadequate. I do believe that a correct monetary policy, 
n, whicge’ the maintenance of the equation between savings and 
’ eommvestment requires a more integrated and better organised 
vradatogeustrial structure, and that “apart altogether from the 
. aeceptional factors of reparations, debts, and conflicting 
tionalist monetary policies, the system of free, unplanned, 
pital development by hosts of individuals inadequately 
@iormed of each other’s activities has always a tendency to 
@ouce—and in the present has actually produced—a dis- 
uilibrium in production which causes wild variations in 
ice. The bigger the world of investors and producers the 
wer the fluctuations are likely to become ”’ (page 17). 
Your reviewer does not believe that this production dis- 
Wuilibrium can lead to crisis, but that ‘“ high profits in one 
-apuustry will balance losses in another and there will be no 
yeeetal depression.” Are we to believe then that this rocking 
"E the economic boat, however deep the lurches, has no reper- 
ion on investment and new capital extension in industry ? 
the savings and investment theory only something for the 
at-room—not to be related to the dislocation in industry 
th causes loss of confidence ? 
He admits, however, that ‘‘in certain very exceptional 
tumstances particular Oover-production might lead to a 
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TATISTICAL ABSTRACT. The 
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main groups relating to every aspect of the 
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1930-31, 15. (1s. 14.). The “ Agricultural 
Output of Scotland” records the results of the 
1930 Census of Production, 15. 3d. (15. $d.). 
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reviewed in the new report now ready. It 
is the 67th in the series. 2s. 6d. (25. 10d.) 
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75. 6d. (85.) 
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general depression.”” The fact is, of course, that everytaing 
depends upon the circumstances and upon the extent of over- 
production. It is probable that the circumstances your 
reviewer regards as exceptional would appear to me to have 
become normal. 

Your reviewer is entitled to his opinion, but because he 
believes I am wrong, he should not credit me with the view 
“that the disequilibrium is between general production and 
general consumption.”’ Stated that way I protest I do not 
think so at all.— Yours very truly, 


St. Martin’s Street, 
London, W.C.2. 
January 24, 1934. 


Our Reviewer writes in reply to the above letter :— 

I welcome Mr Macmillan’s assurance that he does not 
believe a disequilibrium between general consumption and 
general production to be the principal cause of the crisis. 
Nevertheless, this was the view which was expressed by his 
book—or at any rate by the first three chapters of it 

It was stated in the review that Mr Macmillan believes the 
crisis to be mainly due to general (not particular) over- 
production (as opposed to a monetary or investment dis- 
equilibrium). Perusal of his first three chapters by an 
impartial reader would probably leave the opinion that 
(apart from the one contradictory passage quoted in the 
review) Mr Macmillan believed it to be wholly due to this 
cause. Speaking of the breakdown of “ free capitalism,’’ he 
says (page 4): “The productive power of labour was 
enormously increased. Man’s age-long fight against scarcity 
was ended and the problem of production solved. It has 
broken down in face of the problem of distribution .. .” 
Again (page 5): “‘ The problems with which we are confronted 
to-day have their roots in the disequilibrium in world pro- 
duction to which it [economic nationalism] gives rise. 
Competition has been intensified with every step forward in 
the velocity of production. Prices break under the strain of 
fierce necessity to keep the machines running and unload 
their output on the market. Costs of production are cut to 
a minimum . The machines which enabled man to 
conquer scarcity now threaten to plunge him deeper and 
deeper into poverty.” More definitely (page 13): ‘‘ The rate 
of market expansion has been outstripped by the rate of 
increase in the power to produce. In other words, the world 
is equipped to produce more than the world markets will absorb” 
(my italics). If this does not mean that there has been 
general over-production, what does it mean? Page 17: “In 
comparing the past with the present, therefore, it must be 
borne in mind that the important factor is not the rate of 
market expansion alone, nor the vate of increased productivity 
alone, but the vate of market expansion in relation to the rate of 
increased productivity.” Page 23: “‘ Quantitative regulation is 
the secret of price stability. The method of achieving it 
over the whole range of commodities is through the integration 
of industry,” etc., etc. (my italics). 

I agree with Mr Macmillan that there is a “ lack of definite- 
ness and clarity”’ in these passages. But the review said 
that these phrases meant, if they meant anything, that Mr 
Macmillan believed the crisis to be mainly due to general 
over-production following on technological progress. Surely 
he would not deny that this statement was fully justified— 
even if he now says: “I believe that equilibrium is disturbed 
by the failure to adjust particular supply to particular 
demand.” 

His belief in general over-production is not merely stated 
but implied throughout the argument as far as Chapter V. 
If general over-production is not the main evil, why should 
the main remedy be universal monopoly and protection? 
Has not Mr Macmillan, by stating his main thesis confusedly, 
contrived to draw certain inferences from it, and then, when 
the only interpretation justifying those inferences is clearly 
made, proceeded to repudiate it ? 

As to particular over-production leading to general 
depression, it was not stated in the review that this was 
impossible, but that it was exceptional. And Mr Macmillan 
stated in his book, not that it was possible, but that it was 
usual, if not inevitable (pages 18, 20, 23). The briefest con- 
sideration of actual experience will show, however, that the 
normal consequence of particular over-production in a free 
price system is not general falling prices and depression. 
From 1850 to 1914 depressions were not acute, and prices 
on the average rose. From 1922 to 1929 prices were generally 
stable and production increasing. Would Mr Macmillan be 
so unrealistic as to suggest that the phenomenon he regards 
as normal began for the first time in 1929, and is still continuing 
to-day when production has fallen a long way below the 1929 
level ? 

Mr Macmillan complains of “ tidy alternatives.” Clearly 
every underlying principle is susceptible to innumerable 
qualifications and exceptions in the practical world. But 
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it is surely better to be clear about principles first, and ¢ 
to consider qualifications, rather than to base one’s analy 
-— practical proposals on a vague consideration of exceptic 
alone. 

I would not for a moment deny that the rocking of 
economic boat may lead to savings-investment disequilibriy 
and that industrial dislocations may be both the cause 
effect of such disequilibrium. But since this is not 
inevitable but a merely possible causal sequence, it is sy 
wiser to try to absorb the occasional shocks by a suit, 
monetary policy, rather than to revolutionise an industyj 
and economic system which has been proved by experiegg 
to be subject to only occasional upheavals. 
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